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Health Savings Accounts — A Way to Save and Invest to 
Pay Health Care Costs
Jeff S. Rubleski, MBA CFP® - Director, Sales Strategy - Blue Cross Blue Shield of Michigan
In Michigan, about half of 
all employers that sponsor 
health insurance coverage for 
employees offer qualified high 
deductible health insurance 
that permits the employee 
to establish a health savings 
account (HSA). Most employers 
will introduce HSA coverage 
alongside of traditional health 
insurance plans such as PPO 
and HMO options for employee 
consideration during the annual 
open enrollment period for 
health insurance selection. This 
gives employees the choice during open enrollment to select 
the health insurance coverage that best meets their health 
insurance and budget needs. 
HSAs were created in 2003 through the enactment of the 
Medicare Modernization Act. This same Act brought us the 
Medicare Part D prescription drug program that provides 
prescription drug benefits for those receiving Medicare. Since 
that time, HSAs have experienced explosive growth. At the 
end of 2017, the number of HSAs surpassed 22 million, with 
established accounts holding about $45.2 billion in assets. 
This represented a year-over-year increase of 22% for HSA 
assets and 11% for accounts. Exhibit 1 shows the growth of 
both HSAs and assets since 2006. 
HSA-qualified health insurance plans must meet federally 
mandated design requirements. Mandated plan design includes:
1.  A high deductible plan design with minimum deductibles—
for 2019 the minimum plan deductible for single coverage 
is $1,350 and $2,700 for family coverage (note that family 
coverage is considered coverage for 2 or more people). 
The single deductible cannot exceed the maximum out of 
pocket limit of $6,750 and cannot exceed $13,500 for family 
coverage. These amounts are subject to change annually 
based on an annual inflation adjustment by the Internal 
Revenue Service (IRS).
2.  Covered plan benefits—must be subject first to the plan 
deductible, which includes amounts spent on prescription 
drugs. However, annual physical exams are not subject to 
the deductible and are covered at 100% when in-network 
providers are chosen. Note that fixed dollar copays, 
common for physician office visits and prescription drug 
coverage, are not permitted until the underlying deductible 
has been satisfied. This is often a surprise to first year 
plan participants when they realize that the full cost of a 
physician office visit and the full cost of prescription drugs 
are first applied to the deductible before the underlying 
plan coinsurance is applied. This can result in a cash crunch 
for participants that do not have enough funds available in 
their HSA to pay for these covered expenses when they are 
applied to meet the required deductible. 
 
Exhibit 1: Growth of HSA Accounts and Assets
Source: Devenir Reseach
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3.  Maximum out-of-pocket exposure—the annual IRS inflation-
adjusted limit for 2019 is $6,750 for single coverage and 
$13,500 for family coverage. Once this threshold is reached, 
all covered expenses are paid at 100% for the plan year. Most 
health plan designs double the out of pocket dollar limits if 
services are obtained outside the insurance carrier’s panel of 
in-network providers. 
4.  Maximum Annual HSA Contributions—although the HSA is 
separate from the actual high deductible health insurance 
plan, IRS guidelines establish the annual inflation-adjusted 
amount that can be contributed to the HSA. For 2019, the 
single contribution limit is $3,500 and the family contribution 
limit is $7,000. In addition, those age 55 or older may make 
an annual catch-up contribution of $1,000. The catch-up 
contribution is not subject to the IRS annual inflation 
adjustment. It is important to note that the contribution limits 
include contributions from all funding sources. For example, 
if an employer contributes $1,000 to an HSA for an employee 
with single coverage in 2019, the employee can fund an 
additional $2,500 to reach the maximum annual contribution 
of $3,500. 
Rising Health Insurance Costs Drive HSA Adoption
Paying for health insurance premiums represents a significant 
financial burden for both sponsoring employers and covered 
employees. In its annual 2018 Employer Health Benefits Survey, 
The Kaiser Family Foundation found that the “average” amount 
of annual premiums paid by employers for single coverage was 
$6,896, with employees paying $1,185 of the annual premium. 
For family coverage, the average cost of annual coverage was 
$19,616, with employees paying $5,547 of the annual premium. 
Since 2008, health insurance premiums have risen at about 3 
times the rate of CPI inflation. Year-over-year insurance premium 
increases have resulted in rapid annual increases in plan 
deductibles and coinsurance, as employers reduce plan benefits 
to decrease the cost of rising annual premiums. In addition 
to changes in plan design, employers have been sharing the 
increasing annual insurance costs with employees through 
increased employee premium payments. These dynamics have 
been the primary catalysts for the rapid growth of qualified high 
deductible health plans at the workplace. 
Exhibit 2 shows the average deductibles employees paid at 
the single coverage level for health insurance plans sold by 
Blue Cross Blue Shield of Michigan from 2015 through 2018. 
For single coverage, the average deductible in 2018 was $1,700. 
Average family coverage deductibles were $3,400, double 
the single coverage deductible amount. These 2018 average 
deductible amounts were higher than the required HSA plan 
minimum deductibles ($1,350 for single coverage and $2,700 for 
family coverage in 2019), making the addition of HSAs a natural 
fit for employers of all sizes. 
Financial Advantages of HSAs
HSAs provide account owners with several advantages, 
which makes HSAs attractive for funding. The first three listed 
tax advantages combine to produce a powerful “triple-tax” 
advantage for HSA owners:
1.  Contributions to HSAs are tax deductible.
2.  Interest and capital gains grow tax deferred inside the HSA.
3.  Distributions for qualified health care expenses from the HSA 
are tax free.
4.  Employees control saving and investing decisions and often 
have equity mutual fund options to grow their account 
balances over time.
5.  Qualified health care expenses can be paid at the account 
owner’s discretion—often years after the qualified expense 
was incurred.
6.  Accumulated balances can be used to fund COBRA insurance 
premiums if employer-sponsored coverage is lost.
7.  Qualified health care expenses incurred in retirement, 
including Medicare premiums, can be paid tax free. 
8.  Starting at age 65, the account owner can take distributions 
for any purpose penalty free. If a taxable distribution is taken, 
the account owner will be subject to ordinary income taxes. 
Exhibit 2: Average Single Coverage Deductibles for  
Blue Cross Blue Shield Michigan Members
Source: Blue Cross Blue Shield of Michigan
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Employer Contributions Boost Plan Adoption
Although there can be significant advantages for selecting 
qualified high deductible plans that permit the establishment of 
an HSA, employers often struggle to gain employee acceptance 
during open enrollment. A major deterrent for employee 
enrollment is the required plan design provision that requires 
all qualified expenses to be subject first to the plan deductible, 
leaving the employee exposed to funding the deductible before 
plan expenses are paid. 
By establishing an employer fixed or matching contribution 
to the HSA, employee adoption usually increases. Employee 
HSA adoption is often directly related to the amount of 
money the employer contributes to the employee’s HSA. Most 
employers choose a fixed contribution based on single and 
family deductibles. It is important to work with a qualified 
health benefits professional to help in the establishment of any 
employer matching contribution. This is a critical component in 
increasing enrollment in the HSA. To encourage employee HSA 
contributions, be sure to permit elective payroll deductions. The 
automatic nature of payroll deductions provides an effective 
mechanism for systematic employee contributions to their 
HSAs. Work with your health benefits professional and your 
health insurance carrier to select an HSA administrator for your 
employees’ HSAs. Be sure to review proposed final plan design 
changes with qualified legal counsel to gain feedback and 
alignment with overall benefit strategies. 
Employee Education Is Essential
Informed employees are a critical component to HSA success. 
Take the time to educate your workforce well in advance of 
open enrollment on what an HSA is and how your organization 
will support the HSA in such areas as account funding and 
elective employee payroll contributions. Be sure to work with 
your health benefits professional and your health insurance 
carrier to fully understand your options and involve them in 
the education of your employees. When HSA strategies are 
carefully planned and communicated, employees often are 
excited to learn about the flexibility and growth opportunities 
their individual HSAs can produce for them during their working 
years and into retirement. 
